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Regional Solicitor's Memorandum (No. BLM.23.RM.0814),
Dated January 20, 1987, "Effect of Assignment

Approval on Assignee's Corporate Surety"

DENVU FW~ CENTER .87 J/IJi 21 AID :tl()
DENVU, COLOR.AOO 80225

January 20, 1987

BLM.RH.O814

HemorandWI

Tol . State Director, Colorado, Bureau of Land Management

Froml Regional Solicitor, Rocky Mountain Re9ion

Subjectl Effect of Assignment Approval on Assignee'. Corporate

Surely

In your memoranduM of December 1, 1986, you ask .whether or not an
assignel!'. corporate surely i. bound for all previous liabilityon
a lease when an assignment is approved absent a rider specifically
conditioning a bond to do .0.? You .tate that the BLM is concerned
that th.1 language on the bond form. covers only .normal ongoing
operations.. You enclosed with your me~randUJQ two bond forms,
Forll 31C'4-1 (June 1984) and Form 3104-8 (July 1984) .

For the purpose of replying to your question, it 1. assuned that an
a88ignee and it. .urety esecute one or botb of the above identified

A. I pointed out in my September 12, 1986 memorandua to your
offic., the assignee of an oil and ga8 lease as8WDe. .all1ea.e
obligati,)n... See 43 C.F.R.. 3106.7-2 and ~ari.-oil Co.,-In~.,
58 IBLA :l23, 1981. To reiterate that portion of the ~ari. deci.ionquoted 111 the September 12 mel00randWDI -

The bond that the alli9nee 1. required to
provide i. that which will cover any obli9a-
tion. ari.in9 under the lease to the same
extent that the as81gnor'. bond would haye
done. BLM should ascertain the adequacy of
such bond before approyin9 the as8i9nment.

In other ~ord8, the BLM 18 to Insure that the bond provIded by the
assIgnee ...ill cover all obligatIons exlstln9 at the time of the
assignmenl because the assIgnee as8Umes responsibIlity for them.

..
We have ci'refully read both bond forms. We find there i8 no
language ;limiting coverage either to -normal ongoing operation8- or
to subsequent operations. To the contrary, Form 3104-1 provide81
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NOW, THEREFORE, if the said principal, hi.
heir., executors, administrators, successors,
or assigns shall fully comply with all of the
terms and conditions of said lease or any
extension thereof authorized by law, use all
reasonable precautions to prevent damage to the
land, leave the premises in a safe condition
upon the terminaion of said lease, and
compensate the entryman, patentee, or surface
owner, if any, for damages to the land as
required by law, then this obligation shall be
null and void, otherwise to remain in full
force and effect.

The lan9uage in Form 3104-8 is more concise, but to the same
effect. That form providesl

NOW, THEREFORE, If said principle [sic) shall
in all respects faithfully comply with all of
the provisions of the leases referred to
hereinabove, then the above obli9ations are to
be void; otheriwse to remain in full force and
effect.

-.-
-, .

In other words, the bond form. provide that 1f the principal doe.
not comply with all lease terms, which include. correcting any
preexisting deficiencies, the surety is obligated ~o do so.

To summarize, an assignee assume. all of the obligation. incurred
-.:by-t.'ne assi9~~~:::8..-well a. the -benef~-t..- whichJ1.v c~~~- :: -:;::.assl;9nbr.- ~~ned lease requires ~he as81gne..~"to c6tTect--"-= -~. -

condition. not consistent with ~he lease terms. If i~ does not, it -

is ilr1 defaul~. If i~ is in default, that default 1. covered by the
terma of the bonds and ~he surety mus~ pay for correcting the
probLelUS if the principal does not.

You J;>0int out that the Colorado State Office and perhap. other
offi,~es are using a rider to insure assumption of prior liabilities
bya surety. Such riders are not necessary and should not be used.
The use of such riders only clouds what is now the plain and
una~)iguous language of ~he bond forms.

If you have further questions regarding this mat~er, please contact
the 11ndersigned.

df:rtt e"" ,(!/: ~

For the Regional Solicitor

CCI
Associate Solicitor, Energy and Resources
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CX)-943AC",,>

3104/3106

t'.eaol..ndl-

rol ~looal loUcltor. l~t7 "OUDUiD halo~

St.t. Director. Colorado .
rr081

Subjectl Uf.et of A8a1&12aeQt AIIpro-l 0. J..a1ln8at. Corporate lur.t,

Ve requellt you erteud the &u14anee ItYen lA JOur hapoua of Sept..Mr U.
1986. to our Cra1& D1atr1ct Off1c. to the .u.at1OD of Whether or DOt &8
..a1&nee'a corporate .ur.t, 1. bouDd for all prtTiouI l1.b11Ity OD a 188..
vheD an a..i&D8eDt 1. approved .b..Dt .rider .~1flc~17 cood1t10Dina .
~Dd to do .0.

Vt .re concerDed tbat tbl lanfU... 1. our boDd for8. (EDClo8Urt. 1 .Dd Z)

doe. DOt ut.~ on ...lalle.'. boM to coTer otMr tbaR DO1.a1 ODIo181

oper.t1ou.. !nclo.ur.. 3. 4. .D4 S .re tbe rldtr. ...r. a.l81 to .R.Ur.

...\Bpt1o~~ of prior 11.b111tJ. RoveY8r. Koc.1o.ure S 1. Mt Oft.D U8d. V.

beY8 hld...:~-.-t!.!C..!.--~n .R ...11~. 1. ..1. t. pr.T1d. .co~~t.-8-!!.t7 .~-:~k-JI4.~"-:Jthlnl:8tJ'::~DM. to-u.tut.-.u of tM ld.~~~~--: yrOi coD.enitlou W bi.. bad v1U y.r1~ .urttlN' qe.t. tb8t t.1- .

l.ur&llJ tbelr ,r1aclpal.' ~Dd co~raa. toe. DOt at... t.

~1th1D1, otblr tbl. 80ru1 0GI01AI operat1OD.. wh1ch occ.r~ ,r1or b wba

tM ,riDc.Jlpa1. ac.qu1nd ~ttr..t. la 1 v. voDS.r wMt wwl4 MppeD la

tM .1t1a8t1~ wbera 1IDe. ...o.U1a1aa 1Dt.~t 1 t-t -.

c~ldeJ'.II1. nha\il1t.t10R to.. .OM .1Id/or .a 88OUDt of TOJ.lt1 1U\Il1t7

wti1cb '.r uce~ tbl fac. aaount ~ tb8 boDd. ..poclillJ un tb1. .'~DC1

s.. DOt ...n of .ucb 48f.u1t 1a ro,.1t1...

v. do .Dd.rst&J.d tbtt. wbere .I ba. t.m1nat8d. up1re4. be..
n1Juq\11.bt4 .r eaoe.lli4 .D4 lea.- ba8 ~n 1...4. ..1thlr tbe uw
1u... aor .D7 ..I1pe. of t~t lu... eaa ~ lae1j r..pou1~ tor ,dol'

U.\I1Jt7.

A eo~14.r4~1. &DOUDt of t1ae aa4 effort 1. epeut ~ botb Statl aD4 Diatrict
OlliC81 to ..care D1.trlet Olliel Co~urr.~ to ...1rnaeDt approyal aDd
nqulr~NDI: 1114 .pp~l ol rl4e~ fro. ...lln8ll. If we 40 DOt Deed theM
r1der8. ~ caD .1ter our proce4ure. .od .peod the ti.. lav.4 .or.

prod~tlV8]1.

"

', ~..:~..:.,:...

.-.

~;..~~:~..:~.7

.,0

.1 .',-..;,0.,: .

.~:!,,~~~:~ 1;: ~~~~;~~If..~
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L' niled Slales Deparlmenl of the Interior iii? .:.' .

.OFFICE OF THE SOlICITOR ,. a~~.:.,~I.) v:
OFFICE Of THE REGIONAL soLIcrroR .Cl ..

'0. 80X 2)007
DE~ER FEDERAL CENTER "OL
DENVER. COLOR.AOO 8On~ w S£P 17 1(.0 :00

September 12. 1986

aLl'1. R..'1.0748

"e:rnoran.3\Jm

~
o .

.. State Director, ~IJr~.1U of Land ~Ia~a~ernent, Colorado

From: Regional Solicitor, Rocky ~Iountain Re9ion

SuI:> ject : Effect of ~ssi3~ments on Responsibility for Compliance
with oil and Gas Lease Terms

In your June 30, 1986 w.emorandum to us, you ask whether the asignee
or the asignor is liable for correcting deficiencies on a Federal
oi:l and gas lease where the deficiencies occurred prior to approval
of the assignment by the BLM. The answer to this question is the
~s ilg:1ee .

Thl! regulation 43 C.F.R. 3106.7-2 provides in relevant partl

.After approval, the asignee and surety shall be

-:.-c..-=--respons i ~l.. .,for -~n~-per f~r-~nc. ~~.~..~lea.. .:~bl~9M-i~.

~-nolwi t.h-."t.-a:ndin9-'..11Y-::t.8r111a-=i"D -::t~9DlleD~Oo=tb. !. ~-.

contrary..

SeEi also Ka!:ls Oil Co., Inc., 50 IBt.A 123 (1981).

111e, above-cited regulation is binding on both the asignee and the

asi9nor. It clearly provides that the asignee, by entering into a

COl1ltract ...ith the asignor, assumes the responsibility for complying

with .all lease obligation.- which would include obligationl which

have already accrued. In thi8 regard, the Board,. in it.8 Karis

decision, supra. at. 124, made t.he following commenta .The bond that the asignee i. required to provide i. that.

which will cover any obI1gat.ion. 4ri81ng under the lease

!:-0 the same extent. that t.he as1gnor's bond would have

done. &LMshoura ascertain the adequacy of--.uch-~

befOre approvin9 the assignment.. (emphasis added)

There is nothing in the statutes or the regulations requiring the

BLH to inspect lands within an oil and gas lease prior to the

approval of an assignment of that lease to determine whetner the

asignor has accrued any unresolved obligations and to ensure that

the asignor satisfies those unresol/ed obligation. prior to the

BLH's approval of an ass1gnment. It i8 for the asi9nee to

det,~rmine precisely what obligations he 1s assuming when he

BLM~ANUAL
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execut~~ 4n .lssi-9nment. The BLM should inspect the lands only for
the plJrpos~ of Jeterminin9 whether the bond off~red by the asi9nee
is ad,~quat~ tQ cover ~xistin9 as well as potentio!l problems.

You a:sk whether an asignor continue. t..;) be res.nonsible fIJr
.Jo!!ic.Lenci!s that exLsto!.! prior to ap~r:>val of the assign1:1ent..
r\cc:>rciin~ to the abov'!-,:ito!tJ regulation and case, the answer tt)
this questi,)n is no.

You st:.ate t~at hol~o!t"~ .;)f Ol)er~tin'3 ri.;hts are clai~in9 they 3r~
11.;)':. responsi~le for le3se defil:i~ncies that ~xisted pri~r to aL~.1
~;)!'r:),,31 of ..he vper3ti~g ~.;ro!e::lent. :.,~n ~h"u9h the holder of
o.cer~t.in~ ri~hts ;nay n~vo! its own individual bond, whi::h the 8 1
Ina~' c~,...l upon ...hen n~cessary, the lessce ;)f recorr! ..'as ~he ultimate
resporlsibilit.)' for compliance with the terr:ls of the lease. Hence,
if the, operatvr Ot" its surety are unable to satisfy th~ obli9ations
of t~e lease, the BI...'I nas recourse a9~i:\st the lessee of record
and may require it to take care of any problems that exist ~n the
le~se.

If you have additional question. regarding this matter, please

contact the undersigned.
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